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: “Rec'd in ER 13 May '88

Louts sToxes. HIO. CHAIRIIAN ' 1730 hours ROOM H-405. U.S. CAPITOL
ANTHONY C. F‘ElLENSON. CALIFORNIA N . . ‘202) 2254121
ROBERT W KASTENMEIER. WISCONSIN

ROBERT A ROE. NEW JERSEY : THOMAS K. LATIMER. STAFF DIRECTOR
MATTHEW F, KcHUGH, NEW YORK . MICHAEL J. O'NEIL. CHIEF COUNSEL
BERNARD J DWYER, NEW JERSEY U . S . H O U S E O F RE P R ES E NTAT'VES THOMAS R SMEETON. ASSOCIATE CCUNSEL
CHARLES WILSON, TEXAS :

BARBARA B KENNELLY. CGNNECTICUT

~ PERMANENT SELECT COMMITTEE e
CAN GLICKMAN KANSAS . :
NICHOLAS MAVROULES. MASSACHUSETTS . ON INTELUGENCE :

BILL RICHARDSON, NEW MEXICO

KENRY 3 HYDE tLLNOLS WASHINGTON, DC 20515-6415
DICK CHENEY. WYOMING

808 LIVINGSTON. LOUISIANA

808 MCEWEN. OHIO

DANIEL E. LUNGREN. CAUFORNIA

BUD SHUSTER, PENNSYLVANIA

THOMAS S FOLEY, WASHINGTON. EX OFFICIO
ROBERT H. MICHEL ILLINDIS, EX OFFICIO

April 26, 1983

. Honorable Dan Rostenkowski
Chairman
Commnittee on Ways and Means
1102 Longworth House Office Building
Washington, D. C. 20515-6348 '

Dear ir. Chairman:

On march 9, 1988, Acting Director of Central Intelligence Robert M. Gates
submitted to the House a proposed Intelligence Authorization Act for Fiscal
Year 1989. Section 601 of that proposal would amend Section 912 of the
Internal Revenue Code to provide tax treatment on allowances for certain
Department of Defense personnel comparable to that provided to Foreign Service
and Central Intelligence Agency employees for similar allowanies. '

. A}

In introducing the Intelligence Authorization Act for Fiscal Year 1989
(H.K. 4387, ordered reported by the Permanent Select Committee on Intelligence
on April 14), I did not include this provision, which more properly lies
within the jurisdiction of the Committee on Ways and Means. 1 believe,
however, that this proposed change to the Code is a reasonable one and that it
deserves consideration by your Committee. I have urged the Director of
Central Intelligence to communicate directly with you concerning this proposal
and will be happy to appear in support of it before the Committee. I enclose

~a copy of the provision and an explanation provided by the acting Director of
Central Intelligence.

LOUIS STOKES
Chairman

Enclosures

“cc:; Director of Central In
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"(2) The terc 'fcreign intelligence collecticn ectivities!
reans the collection cf fereign intelligence cor
counterintelligence infcrmaticn, &nd related suppcrt
activities, bv a compcnent of the Departrent of Defense.

"(3) The term 'intelligence activitiec' rmeans --

"'(£) the collecticn cf fereigrn intelligence or
ccunterintelligence inferraticn;

"(F) the conduct cf counterintelligence cperaticns;
"(C) the conduct cf ccvert acticn;
"(Db) svppert activities; and

"(E) anv other intelligence cor intelligence-reletec
activity of the Lpited States."

(£} (1) Except e&s prcvidec bv peregreph (2), subchapter 11
cf crapter 21 cf title 1C, Uniec Ctates Code, as addec tv
subsecticn (a), sheall take effect &t the end cf the SU-dav
pericd beginning cn the cdete of the enectrent cf this act.

\
(2) Secticn 436(e) cf such title (relating tc Yegulaticns)
chz1l tale effect on the date of enactment of this Act.

TITLE VI - NSA/LIA
PERSONNEL "AUTECRITIES IMPRCVEMENTS

NSA/D14 Emplovee Tax Equalizaticﬁ

SEC. 60C1. Section €12 (1) of chapter 1 cf title 2€, United
States Code, is amendeéd bv striking the "cr' in peragraph (C)
and inserting at the end therecf the follcwing new paragraphs:

"(E) subsecticn (E) cf cecticn ¢ cof the Keticnal
Security Agencv Act cf 1959, as amended (50 U.E.C. §402
note), whenever the allewsnce woulc be excluded from gross
income under paragraphs (1) (a) cr (1) (B) of this section, or

~ "(F) subsecticn 1605 (&) of title 1C, Urited States
‘Code, whenever the allowance woulé be excluded from gross
income under paragraph 1(A) of this secticn.". '

o v 11 _
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TITLE VI
- NEA/L1A
PERSONNEL AUTHORITIES 1}NPRCVEMENTS

LR S

Secticr €Cl would emenc secticn $12(a) of the Internal
Revenue Ccce of 1954 to grent tax treetment cf ellowances
currently proevided to certein Cerertrent cf DLefense (Cel)
personnel uncder csecticn $(B)(1) cf the Naticnal Securitv Agency
Act cf 1C2C encd section 1€C5 cf title 1C, United States Ccac,
comparable with that provided to Foreigr Service emplovees for
sirilar allcwances.

The Intelligence Authorizaticn Act of 1982 (Public Lew
©7-8S) amended the National Security Agencyv Act of 1959 to
allew the Pirectcr of the laticnal Security Agencv to provide
allewances end benefits to cetain civilian erplcvees cf DceDl
whichk were ccrparatle tc those prcvidecd tc the Departrent of
State's Fereign Service and to erplovees of the Central
Intelliperce £gencv. During tthe irplerenteticn cof this
statute, it was disccvered that corparability cf the allowancec
cculd net be achieved unless the tax exerpticn previded for
Foreign Service and CIA ermplovees under section ©12(1)(A) and
(B) ot the Internsl Pevenue Code wes alsc available for

civilians emplcved and assigned to the National Security Agencv.

The Intelligence Authorization Act feor Fiscal Year 1684
(Futlic Law ©8-215) arernded title 1¢, United States Code, to
prcvicde certein ellowances and benefits tc perscnnel essigned
tc Defense Attaché Cffices and Defense Intelligence Agencv
(DI£) Lieiscn Cffices cverseac cocrarable te thcse provided by
the Secretarv of State to officers and emplcovees of the Foreign
Service uncer chapter 9 cf title I cf the Fereign Service Act’
cf 168C and the previsicns of 5 U.S.C. §5924(4). Although
secticn 16Cf was designed to establish ecuivalence between:
DAG/DIALO civilieans end Foreign Service personnel with respect
tc manv allcwances and benefits, the actual value of the
allowances and benefits to DAO and DIALO personnel is less than
the value cf the benefits to Fereign fervice perscnnel, 'since
the benefits granted under the Foreign Service Act are tax-free
bv virtue of section ©12 c¢f the Internal Revenue Code while
these granted under section 16C5 are not exempt from taxation.

12
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The current inequityv in taxetion hes been compounded by
subsection 1232(t) cf the Tax Refcrr Act of 1686 (Public Law
€G-514). This subsection provides that civilian enplovees cf
DecD stationed in Panaras mav exclude frecm gross inceme
allowvances which are comparatle tc allcwances excludsble under
cection S1Z(a) cf the Internal Fevenue Code tv ermplovees cf the
Depertment cf State stationec¢ in Fanams. Thus, it appears thet
anv Lefense Intelligence ftgencyv cr laticnal qecuritv Agencv
perscrnel stationed in Psnara will, in future taxatle vears, be
akle to exclucde froco their grcss,inccme Fereign
Service-egquivalent allowances anc tenefits granted to them.

As & result of the prcvisicns discussed abcve, there is ncow
a situetion where the tax laws treat identicel sllowances and
benefits differentlv for NSA and L'IA civilian personnel
staticned cverseas, from that of Fcreign Service personnel.
Morecver, under the Tax Refcrm Act of 1986, the tax laws now
treat 1dent1cal eallowances and benefits differentlv for KEA anc
D14 civilian perscnnel in Panarz from all other KS2 ané LIA
civilien personrel staticned oversees. The adciticn c¢f the
Prepcsec paragrephs (E) and (F) te secticn S1Z2(1) cf the
Internal Revenue Code of 1654 will provide egual tax treatment
for identicel allcwences and benefits received by NSA, DIA and
Foreign Service civilian personnel cstaticned around the werld.

The Congress is mindful of this problem and has indicated e
willingness to assist. A prcvisicn identical to the amendment
sought here wasg included in S. 1243, the Fiscal Year 196&/8¢
Intelligence Authorization Act as repcrtec tyv the Senate’'Select
Cormittee on Intelligence. During flcor action cn Julv 23,
19867, however, SSCI Chairman Boren was compellecd to move to
strike the prevision fror S. 1245 on account cf a -
Juricoicticnal cispute. le indicated, however, that the -
Congress weould be verv receptive tc the provision in the future
(Ccnores<1onol Reccrd, Julyv 23, 19€7, pp. € 105%91-92). Secticn

6CZ 3s resubzitted to allow the Congress to proceed in the
ratter.
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